RETIREMENT PERSPECTIVES

EMERGENCY FUND PLANNING
Financial emergencies happen. A job loss. A large, unexpected expense. Whether you call it a cash reserve, emergency fund or rainy day
fund, it’s important to have available money on the side.

WHY DO I NEED AN EMERGENCY FUND?
The primary purpose of an emergency fund is to help keep your finances and
savings goals intact should you experience a financial shock. By using this
earmarked account to get through a period of uncertainty, you don’t have to put
additional expenses on a credit card or take money out of retirement savings.

Set aside enough to cover
3 to 6 months of expenses.

Some examples where an emergency fund can be used include:
 Job loss. Loss of income from a job or due to disability
is already a tough period to get through emotionally,
but knowing you have a cash reserve on the side may
help reduce some of the anxiety. Use the money to pay
everyday expenses including your mortgage payment.
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 Large, unanticipated expenses. While you can budget
for routine household repairs, maintenance and regular
healthcare costs, for example, there may be an unplanned
financial surprise.
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 Need for flexibility. Beyond paying unexpected
expenses, an emergency fund could offer some flexibility if
you wanted the freedom to leave your job to try something
new. While it may not rise to the level of an emergency,
having a cash reserve may give you the peace of mind
and assurance to make changes in your life without
additional financial stress.
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HOW MUCH SHOULD I SET ASIDE?
 If you are a two-earner household, then an amount that can cover
3-6 months of expenses may be sufficient as you have another
income to fall back on.
 If you are relying on only one income in your household or your
income is less predictable, for example, you rely on commissions
or work on a freelance basis; you may want to consider having
6 months of expenses or more saved.
 If you expect that a job search in your field might take longer than
six months, a larger fund could be appropriate.
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Why You Don’t Want to Take Money
Out of Retirement Accounts.
Keeping retirement savings on track is a priority for
most individuals. If you take money out of an IRA
or cash out your retirement savings when changing
jobs, in most cases you will pay a 10% early
distribution penalty if under age 59½ in addition
to taxes on the amount withdrawn.

HOW DO I GET STARTED?
An emergency fund should be in an account of stable investments, such as a bank savings or money market account that you can
access at any time.
 The easiest way to get started is to direct money on a regular basis from your paycheck or checking account into your
emergency fund.
 For starters, try to save $1,000-$5,000 right away. Then, understand your expenses to build your reserve up over time. Try to
complete the process within 1 to 2 years.

Why is $1,000-$5,000 a good starting point? Many people may struggle to cover these kinds of expenses without having
to borrow money or sell something.

$1,000 available for emergencies could
help cover expenses like:

Unexpected expenses that could cost
thousands of dollars:

 Car or health insurance deductibles

 Medical emergency especially if uninsured

 Minor home repairs

 Major home and auto repairs

 Replacing a broken appliance

 Pet emergency visit or illness

 Unplanned travel due to family illness or death

 Unplanned moving or relocation costs

 Gift expenses for a wedding or baby shower

FINAL THOUGHTS
Getting an emergency fund in place may take some sacrifice. You may need to modify other savings programs and cut spending
for a short period of time while building up your cash reserves.
If you have to reduce your retirement plan contribution in order to prioritize funding your emergency account, make sure you
resume saving for retirement once the account is fully funded. If you can contribute enough to get any company match, if available,
while simultaneously funding your emergency reserve, that would be ideal. T. Rowe Price suggests saving at least 15% of your
salary (including any company contributions) for your retirement goals.
If you are struggling to save, getting on strong financial footing can help. Your employer may offer a financial wellness program to
help with your finances.
Also, don’t forget to start replenishing your emergency fund after you withdraw from it.

Charts are shown for illustrative purposes only.
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